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PART A 


ALL Students MUST answer questions 1 to 20 
(2 marks are allocated to each question) 


Select the correct answer (or answers) for each of the following 20 questions by clearly circling the 


appropriate letters on the Answer Sheet provided on page 9. 


The travel cost method of valuation is based on the premise that... 


a. 


A survey of individuals at different recreational sites will provide information about the 
appropriate level of pollution at camp sites 

Travel cost to a site can be regarded as the price of access to the site 

Individual measurements of consumer surplus can be used to generate an average value 
associated with a specific recreational site 

Travel costs also capture any non-use values associated with a specific site 

The further an individual travels to visit a specific site the less value they place on that site 


Which one of the following is not a possible way to internalize externalities? 


eno Tf 


Eliminate government intervention 
Raise taxes 

Create subsidies 

Create a system of tradable permits 
Create new regulations 


The flood mitigation functions that a healthy wetland system provides are an example of 
what kind of economic benefit? 


eno Ff 


Direct use value 
Indirect use value 
Option value 
Bequest value 
Existence value 


In a two time-period example, economic efficiency is maximized when... 


a. 
b. 
c. 


The marginal net benefits are maximized in both time periods 

The discount rate is set equal to the marginal benefits 

The marginal net benefit in the first time period is set equal to the present value of marginal 
net benefits in the second time period 

The marginal net benefits in the first time period are set equal to the discount rate in the 
second time period 

The marginal net benefits in the first time period are set equal to the user costs in the second 
time period 


Which would be the best regulatory approach (or approaches) for reducing nutrient levels 
(caused by agricultural run-off) in an estuary? 


emo ee 


Imposing an emissions standard 

Taxing emissions 

Setting up a tradable emission permit scheme 
Taxing the polluting inputs 

Restricting agricultural management practices 


10. 


11. 
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The open access equilibrium for a common property resource occurs at the point where... 


ono of 


Average revenue equals marginal cost 
Total social benefits are maximized 


Total private benefits are maximized 
Marginal revenue equals marginal cost 
Marginal revenue equals total costs 


Hotelling’s rule states that... 


a. 
b. 
c. 


d. 
e: 


The net price of a resource is constant 

The net price of a resource rises at a rate equal to the interest rate 

The net price of a resource declines at a rate equal to the interest rate 

The price of a resource depends on the allocation of property rights 

The price of a resource is efficient as long as all user costs are internalised 


An emissions standard will work best in which of the following cases? 


The marginal cost of control curve is relatively flat 

The marginal cost of control curve is relatively steep 
All firms have similar equipment and technology 

The health effects of a pollutant are relatively unknown 
Firms have very different equipment and technology 


The Coase theorem states that ... 


a. 
b. 
C. 


d. 


Property rights should initially be assigned to those affected by a negative externality 
Property rights should initially be assigned to those creating a negative externality 

As long as property rights are well defined and no transactions costs exist, an efficient 
allocation will result 

As long as property rights are well defined and transactions costs are high, an efficient 
allocation will result 

An efficient allocation will also be equitable to all parties concerned 


Which of the following techniques could most appropriately be used to estimate the value of 
preservation of a remote arctic wildlife preserve? 


enor e 


Hedonic pricing 

Travel cost method 
Contingent valuation 
Engineering cost valuation 
Choice experiments 


Which of the following is not a component of total economic value? 


i a cS 


Direct use value 
Indirect use value 
Quasi-use value 
Bequest value 
Existence value 


12. 


13. 


14. 


15. 


16. 


17. 
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Which of the following are examples of point source pollutants? 


enor 


Emissions from a waste water treatment plant 

Emissions from the chimney stack of a coal fired power station 
Emissions from a car exhaust (tailpipe) 

Nutrient runoff from agriculture 

None of the above 


What type of sustainability generally assumes limited substitutability amongst resources? 


eonos8 


Open sustainability 
Closed sustainability 
Weak sustainability 
Strong sustainability 
Optimal sustainability 


The efficient price of a license fee is determined by the difference between... 


ge acarP 


Marginal revenue and marginal cost 
Average revenue and marginal cost 
Total revenue and total cost 
Average revenue and total cost 
Total revenue and marginal cost 


Which one of the following is not an example of an externality? 


i a ce 


Carbon dioxide emissions from motor vehicles 

A driver enjoys beautiful scenery while driving through a National Forest 

Acid rain damages wildlife habitat in a region downwind from a factory 

Increased costs of mining iron ore drive up the price of steel 

Over-fishing results in the depletion of the food supply of an endangered marine mammal 


Quasi-option values are... 


a. 


b. 


The values that humans place on the benefits of holding options open for possible future 
direct use 

The values that humans place on the benefits of holding options open for possible direct use 
by future generations 

The values that humans place on the benefits of information gained by delaying an 
irreversible decision to develop a natural environment 

The values that humans place on the benefits of holding options open for possible direct use 
by other people 

The values that humans place on the benefits of knowing that a resource continues to exist 
even if they make no direct use of it 


The socially optimal level of pollution occurs where... 


eno ef 


MCc = MCp 
Pollution is zero 
MNPB > MEC 
MNPB = MEC 
TB=TC 
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18. Private activities that generate positive externalities tend to be... 
Underpriced and overproduced 

Subject to strict regulatory standards 

Nonrival and nonexcludable 

Overpriced and underproduced 

Overpriced and overproduced 


i a ce 


Table 1 


Excludable | Nonexcludable 
Rivalrous Good 1 Good 2 
Nonrivalrous Good 3 Good 4 


19. With reference to Table 1, examples of goods of type Good 4 would include... 


a. Pure private goods 

b. Common goods 

c. Club goods 

d. Goods associated with external costs and benefits 
e. Pure public goods 


20. With reference to Table 1, examples of goods of type Good 3 would include... 


a. A lighthouse 

b. Watching a film at a cinema 
c. Ocean going blue-fin tuna 
d. A pair of shoes 

e. Cable TV 
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PART B 


ALL Students MUST answer ANY TWO (2) of the SIX (6) questions provided 


Question 21 


(i) Explain, using examples, the difference between ‘stated’ and ‘revealed’ preference 
techniques for valuation of environmental goods. (6 marks) 


(ii) | What implications do these differences have for the types of economic values that these 
techniques can elicit and on the types of environmental goods they can value? (7 marks) 


(iii) | What valuation techniques would be most appropriate to use for the following 
environmental goods, and why? 
a. preservation of a rare rain-forest mammal; 
b. odour from a waste water treatment facility; 
c. recreational use of a picturesque beach. (7 marks) 


Question 22 


(1) Describe the term ‘natural capital’ and use it to carefully explain the difference between 


the concepts of weak and strong sustainability. (10 marks) 


(ii) | Discuss where you think contemporary Australian environmental policy lies on the 
spectrum between strong and weak sustainability and what policy mechanisms might be 


used to enhance preservation of natural capital. (10 marks) 
Question 23 
Use of an emissions trading scheme (ETS) is one proposed approach that might be used to reduce 
emissions of greenhouse gases. Some commentators argue that use of a carbon tax is a better approach 
to use than an ETS. Explain which of these two approaches you favour and why, specifically focusing 
on how effective they are in reducing greenhouse gas emissions. (20 marks) 


Question 24 


What kinds of benefits do we derive from the Great Barrier Reef? 


(i) Discuss this question with reference to the ecosystem services the Great Barrier Reef 
provides and by relating these services to the different components of total economic value 
(TEV). (12 marks) 


(ii) | Explain how we might value some of the most important of these components of TEV and 


discuss how reliable you think these estimates might be. (8 marks) 
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Question 25 


Consider an air pollution externality that arises from the operation of a coal-fired foundry that is 
located next to a laundry. The smoke from the foundry adversely affects the operation of the laundry 
as it increases the costs of cleaning clothing. This increase in laundry costs can be reduced by 
restricting the number of hours the foundry operates — which is currently 24 hours a day. Using the 
Coase Theorem: 


(i) Draw and fully explain a diagram that shows the efficient resolution of the conflict 
between the foundry and laundry. (10 marks) 


(ii) | Describe the limitations of the Coase theorem which mean that such bargaining solutions 
might be difficult to achieve in the real world. (10 marks) 
Question 26 
(1) Explain how a timber company could decide whether to “clear cut” a forest plot or to 
harvest only the annual increase in growth. What variables will they take into account? (6 


marks) 


(ii) Why will an increase in the interest rate tend to reduce the age at which forest plantations 
are harvested? Use a graph to illustrate your answer. (8 marks) 


(iii) | How could the environmental services generated by a forest be taken into account in 
managing forestry resources? (6 marks) 


This page 1s 
deliberately 
blank. 
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ANSWER SHEET FOR PART A 


NAME: STUDENT NO: 


This sheet is to be detached and handed in with your answer booklets at the end of the examination. 


Please CIRCLE clearly the correct answer (or answers) 


Question 
1. eae ebe ece ede ece 
2. eae ebe ece ede ece 
3. eae ebe ece ede ece 
4. eae ebe ece ede ece 
5. eae ebe ece ede ece 
6. eae ebe ece ede ece 
7. eae ebe ece ede ece 
8. eae ebe ece ede ece 
9. eae ebe ece ede ece 
10. eae ebe ece ede ece 
11. eae ebe ece ede ece 
12: eae ebe ece ede ece 
13. eae ebe ece ede ece 
14. eae ebe ece ede ece 
15. eae ebe ece ede ece 
16. eae ebe ece ede ece 
17. eae ebe ece ede ece 
18. eae ebe ece ede ece 
19. eae ebe ece ede ece 
20. eae ebe ece ede ece 


Please remember - This examination question paper MUST BE HANDED IN. Failure to do so may 
result in the cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 
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